
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 

I n  the Matter of: 

APPLICATION OF H I G H L A N D  CLUB 1 

AND OPERATE THE ASSETS OF THE ) CASE NO. 9 5 5 8  
H I G H L A N D  CLUB ESTATES SEWER SYSTEM ) 
IN GRAVES COUNTY, KENTUCKY 1 

ESTATES, FOR AUTHORITY To ACQUIRE 

O R D E R  

On A p r i l  4 ,  1986, H i g h l a n d  Club E s t a t e s  ( " A p p l i c a n t " )  filed 

a n  a p p l i c a t i o n  s e e k i n g  a u t h o r i t y  t o  acquire and operate the 

H i g h l a n d  C l u b  Estates  Sewer S y s t e m  ( " H i g h l a n d  C l u b  Sewer System")  

formerly  owned by Red Wing U t i l i t y  Company, I n c .  ("Red Wing").  

A p u b l i c  h e a r i n g  was n o t  h e l d  a n d  n o  a d d i t i o n a l  i n f o r m a t i o n  

has b e e n  r e q u e s t e d  i n  t h i s  case. 

COMMENTARY 

The A p p l i c a t i o n  s t a t e s  t h a t  t h e  H i g h l a n d  C l u b  Sewer S y s t e m  is 

the subject of l i t i g a t i o n  before t h e  G r a v e s  C i r c u i t  C o u r t ,  t h a t  a 

Quitclaim Deed h a s  b e e n  e x e c u t e d  i n  f a v o r  of Pavco, Inc. 

( " P a v c o " ) ,  a n d  t h a t  on a p p r o v a l  of t h i s  a p p l i c a t i o n ,  Pavco w i l l  

convey  t h i s  p r o p e r t y  to  t h e  A p p l i c a n t .  

In C a s e  N o .  7371,l t h e  Commiss ion  f o u n d  that Red Wing's 

management had demonstrated that it was n o t  capab le  of prov id ing  

Final Order d a t e d  May 15, 1981 ,  Case No. 7371, Redwing Utility 
Co., Xnc. A p p l i c a t i o n  a n d  Petition f o r  a n  Order  A p p r o v i n g  
Uniform Sewage Service R a t e s  f o r  t h e  Sewage T r e a t m e n t  
Facilities Located i n  Highland C l u b  Es t a t e s  S u b d i v L s l o n ,  
M a y t l e l d ,  Graves C o u n t y ,  K e n t u c k y .  



e f f i c i e n t ,  p r u d e n t  a n d  r e a s o n a b l e  u t i l i t y  o p e r a t i o n s  a n d  ordered 

t h e  t h i r d - p a r t y  b e n e f i c i a r y  a g r e e m e n t  i n v o k e d .  I n  t h a t  

p r o c e e d i n g ,  t h e  Commiss ion  q u e s t i o n e d  t h e  reliableness of t h e  

f i n a n c i a l  da t a  presented by Red Wing a n d  t h e  b a s i s  for a l l o c a t i n g  

o p e r a t i n g  e x p e n s e s  common t o  R e d  Wing a n d  a n  a f f i l i a t e .  

T h e r e f o r e ,  t h e  Commiss ion  has d e t e r m i n e d  t h a t  t h e  t r a n s f e r  is i n  

the best i n t e r e s t  of t h e  c u s t o m e r s .  

However ,  based on the a p p l i c a t i o n ,  lt 1s a p p a r e n t  to  t h e  

Commiss ion  t h a t  t h e  p o t e n t i a l  e x i s t s  tor c o m m l n g l i n g  of asse ts  a n d  

e x p e n s e s  of t h e  u t i l i t y  and o t h e r  commonly-owned b u s i n e s s  

e n t i t i e s .  T h e  A p p l i c a n t  s t a t e d  t h a t  a s e p a r a t e  a c c o u n t  t u n d  and 

separa te  books of a c c o u n t  would  be m a i n t a i n e d  f o r  t h e  u t i l i t y ;  

t h a t  t h e s e  would  be m a i n t a i n e d  i n  a c c o r d a n c e  w l t h  t h e  Unitorrn 

System of A c c o u n t s  for Sewer U t i l i t i e s  ( " U S o A " ) ,  p r e s c r l b e d  b y  t h e  

C o m m i s s i o n ;  t h a t  Robert Woodsmall w i l l  be t h e  manager  and t h a t  t h e  

p e r s o n n e l ,  e q u i p m e n t ,  b o o k k e e p i n g  and management  s k l l l s  of Pavco 

would  be of use i n  a t t e n d l n g  t h e  t a c l l l t y .  

Pavco  is a c o n s t r u c t i o n  f i r m  i n  w h i c h  the p a r t n e r s  of 

H i g h l a n d  C l u b  E s t a t e s ,  t h e  A p p l i c a n t ,  h a v e  b u s l n e s s  I n t e r e s t s .  In 

a d d i t i o n ,  Rober t  Woodsmall, w h o  w i l l  manage t h e  system, 1s a n  

officer of: Pavco.  S i n c e  t h e  US- r e q u l r e s  t h a t  separa te  records 

be m a i n t a i n e d  for u t i l i t y  o p e r a t i o n s ,  A p p l i c a n t  is h e r e b y  n o t i f  led 

that a l n c e  employeee a n d  t a c i l i t i o e  of a n o n - r e g u l a t e d  b u e i n e a s  

wlll be s h a r e d ,  i t  will be e s s e n t i a l  to  keep records a d e q u a t e l y  

d e t a i l e d  to  a l l o c a t e  or s p e c i f i c a l l y  i d e n t i f y  t h e  expenses of t h e  

A p p l i c a n t  a n d  those of O t h e r  a t f i l i a t e d  b u s i n e s s e s .  
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Applicant should file with the Commission, no later than 90 

days from the date of this Order, a plan detailing the manner in 

which it proposes  to account for and allocate t h e  expenses. To 

facilitate the recordkeeping and allocation requirements, the 

Commission suggests that Applicant consider a written operating or 

service agreement that can establish the basis for expense alloca- 

tion. The Commission staff is available to assist with t h e  

details of such an agreement should Applicant need assistance in 

designing an arrangement that would be acceptable f o r  accounting 

purposes.  

Applicant h a s  also proposed the accounting entries to record 

the purchase. In Caee No. 7568, '  Robert Woodemall, a developer of 

Highland Club Estates, testified that the d e v e l o p e r s  agreed to put 

in the sewer system and give  it to Red Wing. Based on the 

evidence of r e c o r d  and the annual reports on file, the Commfssion 

tinds that the proposed entries a r e  not in accordance with the 

uSoA. Accounting for an acquisition, in accordance with the USoA 

i n c l u d e s :  

1. Recording the utility plant acquired at it9 original cost 

to the person first devoting it to public s e t v l c e ,  estimated i f  

not known, i n  tho apgtopriate utility p l a n t  rn s e r v i c e  accountst 

Final Order dated October 31, 1980, Case NO. 7569, Application 
of Red Wing Company, Inc. f o r  an I n c r e a s e  in Rates for t h e  
Sewage T r e a t m e n t  Facilities Located in Gateway Subdivision, 
Marshall County; Golden Acres Subdivision, Marshall County; 
Blandville Estates, McCracken  County; Green Acres Subdivision, 
McCracken County; Fieldrnont E e t a t e s ,  McCracken Countyi 
Holitield Estates, Graves County. 

-3- 



2. Crediting the requirements for accumulated provision for 

depreciation and amortization applicable to t h e  original cost of 

the properties acquired to the appropr late account for accumulated 

provision fo r  depreciation and amortization; 

3. Transferring t h e  cost of any n o n u t i l i t y  property to 

Account 121, Nonutility Property; 

4. Crediting contribi!tiorls in a i d  ot construction to Account 

271, Contributions in Aid of Constructicn; and 

5. Including in Account 108, Utility Plant Acquisition 

Adjustment, any difference between the purchase price and the 

original cost of the utility plant and nonutility property less 

the amounts credited to accumulated depreciation and amortization 

reserves and contriDutions in aid of construction. 

Therefore, the Commission has determined t h a t  t h e  following 

entries should be reflected on Applicant's books to record t h e  

effects of the transfer: 

Utility Plant Purchased or S o l d  $ 1,500 
Cash $ 1,500 

To record the purchase. 

Plant in Service 
Utility Plant Purchased or 
Sold 

To record the original cost 
of the plant. 

$60,740 

$60,740 

Utility Plant Purchased or Sold $19 ,994 
Accumulated Provision for 
Depreciation $ 1 9 , 9 9 4  

To record t h e  accumulated 
depreciation through June 30, 
1986. 
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U t i l i t y  P l a n t  P u r c h a s e d  or  Sold 
C o n t r i b u t i o n s  i n  a i d  of 
C o n s t r u c t i o n  

$60 740 

$60,740 

To record t h e  c o n t r i b u t i o n s  
associated w i t h  t h e  p l a n t .  

U t  1.1 i t y  P1 a n t  Acqu i s i t i o n  
A d j u s t m e n t  $ 2 1 t 4 9 4  
Utility P l a n t  P u r c h a s e d  or Sold $21,494 

To record  t h e  a c q u i s i t i o n  
a d j u s t m e n t .  

I n  i ts determination of t h e  e n t r i e s  t h a t  s h o u l d  be r e f l e c t e d  

on A p p l i c a n t ' s  books, t h e  Commiss ion  h a s  based its c a l c u l a t i o n s  o n  

t h e  f o l l o w i n g  i n f o r m a t i o n :  

1. The o r i g i n a l  cost  of $60 ,740  as r e p o r t e d  by Red Wing in 

the 1980 A n n u a l  report .  

2 .  D e p r e c i a t i o n  h a s  been computed  from December 31, 1979, 

t h r o u g h  June  30, 1986, based o n  a 20-year  l i f e .  

3. The entire o r i g i n a l  cost of t h e  plant w a s  c o n t r i b u t e d  by 

t h e  developers t o  Red Wing. 

I n  l i e u  of a t h i r d - p a r t y  b e n e f i c i a r y  a g r e e m e n t ,  Applicant has 

f i l e d  a l e t t e r  of c r e d i t  i n  t h e  amount  of $1,000 s t a t i n g  t h a t  t h i s  

amount  s h o u l d  be a d e q u a t e  t o  o p e r a t e  the  s y s t e m  for 6 m o n t h s .  

T h i s  l e t t e r  of credit e x p i r e s  March 31, 1987. The Cvmmiasion 

generally requires a t h i r d - p a r t y  b e n e f i c i a r y  a g r e e m e n t  in order t o  

a s s u r e  c o n t i n u o u s  o p e r a t i o n  ot sewage  t r e a t m e n t  f a c i l i t i e s .  

However, i n  t h e  a b s e n c e  of a c c u r a t e  h i s t o r i c a l  o p e r a t i n g  expenses  

and based upon t h e  fac t  t h a t  t h e  p a r t n e r s  in H i g h l a n d  Club Esta tes  

a l so  own t h e  s u b d i v i s i o n  s e r v e d  by A p p l i c a n t ,  the Commiss ion  h a s  

d e t e r m i n e d  t h a t  s u t t l c i e n t  e v i d e n c e  o t  f i n a n c l a l  r n t e g r i t y  has 
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b e e n  demonstrated for t h e  p e r i o d  covered by t h i s  l e t t e r  of c r e d i t .  

A p p l i c a n t  is h e r e b y  n o t i f i e d  t h a t  within 90 days f rom t h e  date of 

this order  a copy of a v a l i d  th ird-party  beneficiary agreement, a 

l e t t e r  of c r e d i t  c o e x t e n s i v e  w i t h  t h e  o p e r a t i o n  of the u t i l i t y  

unde r  t h e  o w n e r s h i p  of A p p l i c a n t  OK other  e v i d e n c e  of f i n a n c i a l  

i n t e g r i t y  t h a t  w i l l  e n s u r e  t h e  c o n t i n u i t y  of sewage s e r v i c e  beyond 

March 31, 1987, s h o u l d  be f i l e d .  

SUMMARY 

The Commiss ion ,  a f t e r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of r e c o r d  

a n d  b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  a n d  f i n d s  t h a t :  

1. A p p l i c a n t  is r e a d y ,  w i l l i n g  a n d  ab le  to  own, operate a n d  

provide adequate and r e l i a b l e  s e r v i c e  to  t h e  c u s t o m e r s  p r e s e n t l y  

s e r v e d  by  H i g h l a n d  C l u b  Sewer Sys tem.  

2. Pavco w i l l  c o n v e y  t h e  t o t a l  p l a n t  t o  A p p l i c a n t  i n  

e x c h a n g e  fo r  A p p l i c a n t ' s  i n v e s t m e n t  Of $ 1 , 5 0 0 .  

3. A p p l i c a n t  h a s  adopted t h e  t a r i f f s ,  ra tes ,  r u l e s  a n d  

r e g u l a t i o n s  f i l e d  w i t h  t h e  Commiss ion  by Red Wing for furnishing 

s a n i t a r y  sewer s e r v i c e  to  i t s  c u s t o m e r s  a n d  t h e s e  a r e  t h e  o n l y  

r a t e s ,  r u l e s  and r e g u l a t i o n s  a p p r o v e d  b y  the C o m m i s s i o n .  

4. A t h i r d - p a r t y  b e n e f i c i a r y  agreement for t h i s  sewage 

t r e a t m e n t  f a c i l i t y  h a s  n o t  b e e n  e n t e r e d  i n t o  b u t  s u f f i c i e n t  

e v i d e n c e  of f i n a n c i a l  i n t e g r i t y  h a s  b e e n  ehvwn by alteKnatiV8 

means  t h r o u g h  March 31, 1987. 

5 .  A p p l i c a n t  s h a l l  f i l e  a c o p y  of a v a l i d  t h i r d - p a r t y  

b e n e f i c i a r y  agreement, a l e t t e r  of c r e d i t  c o e x t e n e i v e  with t h e  

o p e r a t i o n  of t h e  u t i l i t y  u n d e r  the o w n e r s h i p  of A p p l i c a n t  or o the r  
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evidence of f i n a n c i a l  i n t e g r i t y  that w i l l  I n s u r e  c o n t i n u e d  sewage 

s e r v i c e  beyond March 31 ,  1987.  

6 .  A p p l i c a n t  should maintain i t s  books of a c c o u n t  in 

a c c o r d a n c e  w i t h  t h e  US& p r e s c r i b e d  by t h i s  Commission.  

7 .  The a c c o u n t i n g  e n t r i e s  to record t h e  p u r c h a s e  a s  p r o p o s e d  

by Applicant are  inco r rec t  and  s h o u l d  be those set forth h e r e i n .  

I f  A p p l i c a n t  proposes t o  d e v i a t e  from the e n t r i e s  set f o r t h ,  t h e  

p r o p o s e d  e n t r i e s  and  r e a s o n  for  d e v i a t i o n  s h o u l d  be f i l e d  w i t h  the 

Commission w i t h i n  30 d a y s  f rom t h e  d a t e  of t h i s  O r d e r .  

8. A p p l i c a n t  s h o u l d  t i l e  a plan w i t h  the Commission detail- 

ing t h e  manner i n  which  i t  proposes t o  a c c o u n t  f o r  t h e  o p e r a t i o n s  

of t h e  u t i l i t y ,  i n c l u d i n g  t h e  a l l o c a t i o n  of e x p e n s e s ,  w i t h i n  90 

d a y s  from t h e  d a t e  of t h i s  Order. 

9. The t r a n s f e r  of t h e  assets s h o u l d  be a p p r o v e d  since 

A p p l i c a n t  is r e a d y ,  w i l l i n g  and  able t o  own and  operate t h e  sewage 

t r ea tmen t  f a c i l i t i e s .  

IT IS THEREFORE ORDERED t h a t :  

1. The t r a n s f e r  of assets t o  A p p l i c a n t  b e  and  it h e r e b y  is 

a p p r o v e d .  

2. Appl icant  s h a l l  f i l e  with this Commission, within 90 d a y s  

of t h e  d a t e  or t h i s  O r d e r ,  d c o p y  of d v a l i d  t h i r d - p a r t y  b e n e f i c l -  

a r y  a g r e e m e n t ,  a l e t t e r  of c r e d i t  c o e x t e n s i v e  w i t h  the operat ion 

of t h e  u t i l i t y  unde r  t h e  o w n e r s h i p  of A p p l i c a n t  or other e v l d e n c e  

ot f i n a n c i a l  i n t e g r i t y  t h a t  w i l l  i n s u r e  c o n t i n u e d  sewage service 

beyond March 31, 1987. 
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3. A p p l i c a n t  s h a l l  a c c o u n t  f o r  t h i s  t r a n s f e r  i n  a c c o r d a n c e  

with the U n i f o r m  System of A c c o u n t s  for Sewer U t i l i t i e s  p r e sc r ibed  

by t h i s  Commiss ion  as d e s c r i b e d  i n  t h i s  Order .  

4 .  A p p l i c a n t  s h a l l  f i l e  a p l a n  w i t h  the Commiss ion  d e t a i l i n g  

t h e  manner  in which  i t  proposes t o  a c c o u n t  f o r  t h e  o p e r a t i o n s  of 

t h e  u t i l i t y  w i t h i n  90 days from the da te  of t h i s  Order.  

5 .  Applicant shall file with this Commission within 30 days 

of t h e  da te  of t h i s  Order its o r i g i n a l  t a r i f f  shee ts  s e t t i n g  f o r t h  

its r a t e s ,  r u l e s  a n d  r e g u l a t i o n s  as r e q u i r e d  b y  KRS 278.160. 

Done a t  F r a n k f o r t ,  K e n t u c k y ,  t h i s  11th day of Jdy, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST t 

Secretary  


